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your duties and responsibilities as a I ftilities Auditor HI. 

cmjmcr. ion t\ ith rate: a p l ~ ~ ~ j ~ n ~ .  I atso analyze data for ratemaking purposes, evaiuak 

ttre uxifiy's c m a t  m~ structure. propose rates and charges based on i~~~~~~~~~ 

adyzrLI ~~~~~ my latory audit. and prepire written reports or testimony, which 

itrcilude r ~ ~ ~ ~ ~ ~ d ~ ~ ~ ~ s  to &e Commission. My responsibilities also include testifying 

at pubtic hewings regtudiny audit findings and recommendations. 

OF ~~~~~~~~ 

What is the purpose of your testimony in this proceeding,? 

The puqmse of my testimony in this proceeding is to present Staff's analysis anr 

r ~ c ~ ~ ~ ~ ~ d ~ t j o ~ ~  eoiicerning Vail Water Company's ("Vail" or "Company" ) applicatioi 



"as this testimunq prepared by you or under your direction'? 

Yes, it was. 

What is the basis of St;affs recommendations'? 

StaH perbmted a replatory audit of the Companq's financial records to deternine 

whetha sufficient, relevant and reliable evidence exists to support Vail's claims in its 

rate 3pplicahon. The regulatory audit consisted of examining and testing account ledgers 

and Fmimnciat. statemeats, decking the wxumulation of amounts in the records, tracing 

rmwied mounts to some documents. verifying the correct application of daa with 

kcable standards of third parties, and verifying that the accounting principles appkd 

are in iuxorrllance with the Ctbrnmissiwn-adopted National Association of Regulamry 

Utiiity ~ ~ ~ ~ ~ i s s j ~ ~ ~ r ~ '  (NARIJC) Uniform System of Accounts (IJSoA). 

In ddi?  sen, Staff engaged in discussions with Company representatives and made several 

witten requests for data. Staff atso made inquiries to other governmcntal agencies. 

What TL i t  Year did the Company use in this filing? 

Vail used its a historical Test Year the twelve months t:nding December 31. 1998. Pro 

fcwra adjustments were also proposed to both Original Cost Rate Base ( C o ~ p i ~ ~  

Schedule B-2). and the Stzltement of Revenues and Expense (Company Scbedule <:-I). 

These adjustments consisted of items purported to he "used and useful" for purpews of 

the OCKB, and "known and zneasurable" for purposes of the Statement of Revenues m d  

Expense. 



lhe Company a h  included several pro forma rtdjustnieiits to the Statement of Revalues 

and Expense that &iff believes does not meet the criteria of "known and measurable". In 

addition. several eqxnse items were removed that were part o P  on-going construction 

projects &at shrwid haw beell capitalized because they provide a benefit over a p r i o c  



greater that one year. 

testirnon!, , idij weK under the secticm entitled Operating Expenses. 

Thew items will be discussed in more detail later in this 

Q- 
A. 

T k  Scrurh ~~~~~ is smith of Pantan0 Wash and extends funher south i f c ~ r o s  

tntmaw it?. It is served by the R-3 wil iocated on the north side of Interstate IO. A 

lage m i n  &at b r e i  r the freeway trmsports the water to these customers since 

there is very little ~ a e r  omp the south side of fnterstate 10. At the time of the ~~~~~~~~ 

I n s p t i c t n  the C y was bifling 7013 customers on the South System, bringing the 

total nuniber of customers to 735. ??lis is a fifteen pe-cent increase over the 639 ~totrtf. 

customer i the Company had at ithe end of the Test Year, I)ecember 3 1 .  1998. 

Tke current owners purchased ‘Yd %%Her Company on Aprii 30. 1996. At that time, ihe 

Company operated as Del Lago Water Company: however. it became Vaif mJalft”r 

Company on Juty 7. 1997. A goup of investors currently own Vaif. including majority 

owner BSE Trust, holding 15.952.25 sham and listing the same address as TEM Corp. 

Mr. William A. Estes, Jr. controls BSE Trust. and therefore. has 25 percent ownership of 

Vail Water Company. 



" E M  Carl). is the ~ ~ ~ a ~ ~ r n ~ n t  company h t  provides all xhinistmttive and accounting 

xm-ices tbr the utility outside of daily riptern operations, meter reading. biliing, aid 

c:uk&ms. Mr. ~ i ~ l i ~  A. Estes, Jr. is the 100 percent owner of TEM Uorp. 

~V~~~~ 

Q. 

A. 

Would you briefly ~~~~~~~~e the Company and Staff proposals'? 

V d  is ~ ~ q # ~ ~ t j ~ ~  an incmse in revenues of $3 18,356 or a 92.63 percent increase to its 

~ ~ ~ ~ ~ i , ~ ~ d  and adjusted Test Year revenue. as reflected in Schedule S A - 1 .  T ~ G  

ntantlri:. ~~~~~~~~ bill based 001 average usage of 7.498 gations would increase $38.67 

from $4::.S2 t o  $81 .lg, or 90.9 percent. as depicred in Schedufe SSA-7. The Company 

sated it needs this iircrease due to the fact that the ~otal cost of operating the water 

eomgran) not ir?clubd in the last Commissior Xlecision (No. 61 1 IO. d;k:d 

August 28. 1908). According to the Company, \fail has insufficient cash flow to meet 

operating expenses and instal! essential water plant. and as if result. requested a reveme 

Icvel adequate t o  Serb ice proposc.rf d c h  pay CAP water charges. and opcriirc at a protii. 

. . .  



Elas the t ~~~~~~ prepared a schedule showing the elerncats of Reconstruction C'ost New 

Rata: Base (RCSD)? 

No. 

infomation not filed is deemed waived according to Commission ruies. 

OCRB is the same as Fair Value Rate Base (FVRHI. 

The Company did not file any RCND schedules. Consequenxiy. the RCND 

Therefctre. 

Scheduft SSA-2). as itemized in Schedule SSA-3, Ad-justmenas A through 1. 



The Structures & fmprovements plant account was incrt;dsed by $428 in AdjuFtimnl A to 

eapitalkix eagineerkg services improperly recorded as an expense. 

The Wells & Springs pfant account wits also increased to capitalize engineering services 

improperly recorded as an expense in the amount of $9.71 0, Adjustment 13. 

'fie Electric ~~~p~~~ Equipment plant account has a net increase of $6.289. Inciuded in 

.+\djuutment C is an increase of $6.378 tu capitalize engineering services recorded as an 

expense, and ZI dccmase of $89 to remove an ad.justsnent disalfuwetr in the previous rate 

proceeding. 

The Transmission lk Disuibution Mains plant account was increased by $7.337 as a result 

of Adjustment 1). This is due to the capitalization of engineering sewices improperly 

rectwJed i3s &an expense in the amount of $66 14 from Uutsidc Services -- Uthcr. and $723 

to capitalize items recorded as an expense in Supplies - Transniission & Distribution 

mains. 

Adjustment E increased the Meters plant account by $88 to remove a reduction 

diisal1otst.d in the last rate cast", and $ 1  due to rounding. 

The Other Plant & ~ i s c ~ ~ l ~ ~ ~ ~ s  Equipment plant acccant was increased by $2,701 in 

Adjustment F as a resuft of capitahzing engineering sewices recorded as an expense. 

 adjust^^^^ Ci increased the 'fransportation Equipment plant account by $1 -007 to =place 

an adjustment disallowed in the prior rate proceeding. 

. .  

. . .  

. . .  

tirrr802t 



~ ~ j ~ ~ t ~ ~ ~ ~ t  J nnmves the pro fomia adjustment in the mount of $819.000 including 

p r c p x d  plant ta be built with the proceeds from st ban from WIFA. Since the Cornpatly 

has not b e y m  to draw OR the loan, and as a result. has not placed plant in service, Staj'f 

does not deem this amount to be considered "used and useful". 

Please expIrtain Staff's a ~ j u ~ ~ ~ ~ ~ ~  to Accumulated Depreciation. 

Stczf'f dtc: eased Accumulated Depreciation by $5,773 as  reflected in Adjustment B on 

Scheduft SSA-2. 'fhe cakulatioti for Accumulated D2preciation begins on Schedule 

SSA-1 with the amowit apptxwed in the last rate proceeding (Decision No. 61110) of 

$370,557. and adds depreciation expense for I997 and 1998 in the amounts of %6I,OB3 

and $69.4 17, respectively. to arrive at Staff Adjusted Accumulated [kpwcciation of 

$500.987. The difference between Staff and the Company is the result of adjustmerits 

Stagy made to Plant in Service accounts. 



ant In service. Of this mount, $2 I ,900 was determined to be re 

Line Externion Agreement M2 included in the I999 pro €onnit plant aliowcd in 

For ~~~~~~~~ purposes, Advances needs to be adjusted to reflect the corresponding 

in m i c e .  



Q. 
A. 

PPwse explain Stznft's adjustnient to .drllowrunce for Working Capital. 

SPaffs reduction of $5.834 in A~just~ent G was predicated upon Staff's adjustments b) 

~~~~t~~~ expenses as depicted in the inconx Statement (Schedule SSA-5 1. 

Q ~ ~ ~ ~ ~ G  REVENUE 

Did Staff prepme a schedule representative of the Company's and Staffs Test Year 

expnws.? 

Yes. Pkase refer to Schedule SSA-5. 

Did Staff prepare D schi4fule representative of the Company's and Staffs Test Year 

revenues? 

Yes. ?)lease refer t o  Schedui: SSA-5. 

Is S t ~ ~ r ~ c ~ ~ ~ r n ~ ~ ~ i n ~  any changes to the Company's Test Year operrtt ing rcvenue? 

No. Staff srccepted the Company's annuafized Test Year reventic'. 

is Staff reconmending any changes to the Company's Proposed operating revenue? 

Yes. Staff is ~ ~ ~ ~ ~ ~ ~ d ~ n ~  reducing proposed revenue by $238.270 From the Compi~j  

requested level as reflcjcted in Adjustment A. Based on audit results, Staff believes 

operating revtmue of $423.783 is sufficient to cover operating expenses and proposd 

debt sen ice. fn addition, Staff will reconiinend restricting certain denients of revenue 

via surchiu-ges and set-aside accounts to service CAP charges and WIFA debt 

ex€clusi\el:. 



Is SQtT r ~ c ~ ~ ~ ~ ~ ~ ~  any changes to the Company's proposed operating exprtnscs? 

Yes. The Company proposed operating expenses of $540.499. Staff is r e ~ o ~ i ~ ~ ~ ~ ~ ~ ~  

operating expenses of $372.204, or a diffixence of $168.295, as itemized in A ~ j ~ ~ t ~ ~ t s  

R through N. 

What is StatTs adjustrnent to Salary expense account? 

S1;aff' increased this account by $4.536 in Adjustment 33. 9afT determined the Company 

needed $78,00$ in I X ~ ~ R W  for payroll a d  the related taxes, bascd on 1999 salary 

amounts provided by Vail. Induded in this mount is $71.300 f01 salaries; $670 for 

a\~~zutia Stasc ~ " ~ n ~ r n p I ~ ) y ~ ~ n t  taxes at .94 percent; $5.455 for FICA tmcs at 7.65 perccenl; 

and $570 for Fcdemt ~ n f ~ r n p ~ o y ~ ~ ~ n t  bxes at .8 percent. 

Please explain Staffs a d j ~ s t ~ e n t  to Purchased CAP Water and CAP Recharge Expense. 

Adjustment C consisted of two adjustments to arrive at a net expense amount Staff 

determined the Company should be allowed to recover in rates. Staff decreased 

Purchased CAP Waer by %5.6I 1. and increased CAP Recharge expense by $3.930 to 

arrive at t t v  $19.277 cost recoverable in rates. , 

Yail inclut.cd $34,888 of esttimstcd annual CAP cost coi apriscd o f  $37.728 of' ~ ~ o ~ d i ~ ~  

costs, and '547.160 of Municipal & Industrial ("M & I") c2sts the Company will begin tu 

incur. once the CAP allocation is utilimi. 'This amount is offset by $3.930 (786 acre feet 

times $5 per acre foot) that Vail will be reimbursed by Kai Farms for use of $he 

Company's CAP allocation. Kai Farms \vdl receive Vail's CAP water directly fix use in 

agriculture in lieu of pumping groundwater. and will reimburse a portion of VaiI's casts 

for that usage. This results in $80.958 ofremaining expense to recover. 

Staff has determined this expense should not be borne by the currcnt customcr hasc 

alone. duc to the fact that current customers require annualized gallons of 61 .Ot 2.124 



of cost recovery is through a CAP Expenst Recoven. Charge. Each 

niuntb on ctastomer billings, there should be a line item for CAP Recovery Fee in the 

~~~~~ of 510.32 per thousand gaiians. ' f i e  fads  from this line item should also be 

dipsited 11 1 the separate cash account; however, funds fro $11 the surcharge are considered 

revenue. nclt ~ . ' * ~ ~ r i b u ~ i ~ ~ n s .  When Vait pays their CAP allocation, payment must he 

tendered from the CAP cash account and the Company is not allowed to expense more 

%hm $1927? on the income statement each year. The balance of the CAP atlocation 

payment will reduce funds received from CAP Hookup fees. and correspondingty reduce 

Contributions. 



Please exiptlun Staff% adjustment to Purchased Pumping Power. 

Staff removed $955 fpom this expme account in Adjustment D. This moimt  represenis 

a pro fama ~ d j ~ ~ ~ n t  made by the Cornpatty to annualize expenses based on customer 

growth during the lest Year. Staff accepted the pro foma adjustment; hrtwever. $252 

sfiuuld have ken dssified as Repairs & Maintenance Expense. and $703 as Office 

Supplies Expense as reficcted in Adjustments F and G .  

Please expfin Staffs adjustment to Water Testing Expense. 

Staff inaeased this expense by $2.473 as reflected in Adjustment E. This increase was 

neceswy tk) reflect the StafF E n ~ ~ ~ ~ ~ r ~ ~ ~  ~ ~ ~ r n r n ~ n d e d  axmual expense level of $3,662 

a5 stated within the testimony of witness John Chelus. 

Please explain StafTs diustmertt to Repairs & Maintenance Expense. 

A ~ j ~ s ~ ~ n t  F increased this expenre account by $252. This is the result of a pro forma 

adjustnnrmt reclassified from Purchased Pumping Power f Adjustment D) to mwdize 

expenses hasect an customer growth during the Test Year. 

What i s  Stitf'rs adjustment to Office Supplies? 

Staff iiicrcxwd this expense by $703 as reflected in Adjus rnent G. This is the result of a 

pro ibma adjustment reclassified from Purchased Pumpng Power (Adjustment D) to 

mnudize expenses 2.tased on customer growth during the Test Year. 

Pleiise explain Staffs adjustment to Outside Services. 

Staff decreased this expense by $3'3.800. Adjustment H consisted of seveid decreases to 

Contractual Scrvices - Other for engineering consulting services provided to Vail totding 

$38.800. Sewices in the amount of $25.830 were deterniined to be related to plant 

aiready in service. and therefore, were capitalized in the Test  yea^ and depreciated. An 

~ ~ ~ ~ ~ i ~ ~ ~ i a ~  $12,262 in consuhirig services was deiermined to he rciated to PIant in 



Wbt is Sti:frs ~ ~ j ~ ~ t m ~ n t  to Genela1 Insurance? 

Staff redw.d this expense by $874 in Adjustment J to rdlect the actual amount of the 

invoice received from The Grundy Agency during the Test Year 

Did Staff m&c i1n adjustment t o  I-.tcdth Rr Life Insurance? 

Yes. fn Adjustment K. Staff removed the Cornpany's pro fomn adiustment in &e 

amount of $1  I l f .  The Company made this adjustment based on a projected increase in 

health insurance costs of two percent. Staff recommends disalfowing this adjustment, as 

it  is not "known and measurable". 



I)nwx esplcun St~tt1~'t-s adjustment to M j ~ ~ ~ ~ ~ ~ r ~ ~ ~ u s  Operating Expenses. 

Staff redw& this expense category by $8.759. Adjustment I, consisted of several 

d~.cwmes inchding $723 transferred 1-2 Transmission and Distribution Mains p h t  

account, md $827 reciassifitd to 'Tools & Work Equipment. 'ihe balance. $7.209, were 

pro ft-mnct adjustments made by the Company deemed not "known and measurable". 

hieluded in the pro form adjustment were $6,000 for auto lease expense: the Company 

discfused drat the uwxrs invested cash to purchase this auto in May of 1999. Also 

disallwed were $300 fbr an additional cellular phone. $420 for a fa\< line. and $489 for 

an estimated 20 percent increase in auto fwl. 

Please explain Staff's djustment to Property Taxes. 

Stdf decreased this expense in Adjustment M by $32,289 to reflect the actual 199# 

property tax bills paid in the mount of $14,624. and to reject the Company's pro forma 

adjustment of $ I9.423. 

Please ehplain Staffs rejection of the Company's pro foima adjustment to Property Taxes 

due to Iniw&wd Rates. 

Sufi' disitllowcd the Company's pro forma adjustment increasing property taxes by 

$19,524. n e  Company's calculation was based on ts proposed incrcase in rates. 

Z-#owever.. Staff betieves estimates us4 to calcufate the sdjustment are not "known zmd 

measurable", and accordingly, removed the Company's pro forma adjustment. fr  is 

StaKs position that the best estimate of property taxes is to use the actual bill for the 

most curtent year. 

Please explain Staffs adjustment to Depreciation f<xpt.nse. 

Staff reduced this expense category by $26.783 in Adjustment N. This adjusmem 

represents the plant in service at the end of the Test Year depreciated at the variniis rates 

authorized irr Lkcision No. 61 110. totaling $53.257 in depreciation espcnsc. Staff 



rrdueai this ~ o ~ t  by $9.16.3 to account for amortization of coiitrihutions at the sme 

mk rtlu?ed asxets placed in sewice we depreciated. Staff disallowed the Company's 

wqwst to ine1w.k pro forma ~ ~ ~ r ~ c ~ ~ r i ~ ~  expense for ptant to be installed with the 

pmceds f ~ i m  the WfFA foan due to the fdct that pro forma piant in service vl'ils riot 

dltsw~xi in CXKB. 

Please ex phit i  StafPs proposed rate design for Vail. 

SrafTs rc"i ~ ~ r n ~ ~ ~ ~ ~  rates will produce $420,442 in revenue through metered water 

ales, and $3,541 in other watsr revenues that are nea!ss;q to cover operating expenses 

imd servi~: &e p r o p 4  WlFh debt. These rates would :;enerate a positive cash flow of 

approximately $99-368, operating income of'$5 1,579, and net income oi'55.694. 

Prqmscd rates are comprised of many elements including surcharges and set-aside 

accounts to ensure that the Compmy is not unduly enriched by the substantial increases 

in its customer base from development. Staff believes the use of separate cash accomrs 

restricted to pay only certain uhligations will better allow the Commission to track 

revenues allovtcd for those obiigations. As in the case of Vail. the utilit! is going to 

expcriencc continued substantial growth ovor the next several ycars. resulting in 



In ~ ~ ~ ~ t s ~ ~  to the nmnsl rases and charges for monthly usage and cotmnodity charges. 

SPUE ~ ~ c o ~ ~ ~ i ~  a per household WXFA surcharge ot' $8.45. This amount is 20 he 

~~~~~~~~~ in an interest hearing account separate from the Company's general cash, and 

can mlly be used to pay WIFA. I%e surcharge mount wis based or, the amount of cash 

required ~ ~ l f ~  of $ ~ ~ , ~ { ~ ?  w pay the debt service and the rc'cservc requirement. This 

~ m i ( l ~ n t  was qwffy divided among the estimated customer population of 81 8 at May I ,  

. the e s b t  the rates could become effective. The customer base of 818 was 

~ ~ l ~ ~ ~ ~ t ~ ~  by using actual customers per the Company at November 30, f 999 of 770. and 

adding, the ~ ~ ~ ~ ~ n t  of ~ d i ~ ~ ~ ~  based on the Engineering forecast of 1 15 new customers 

per year. ~~~~~~ far five months. o r  48. 

He+\% long wilt the WII-A surcharge rcmilin in effect? 

I he appropriateness atid magnitude of the WIFA surcharge wiil be evaluated in each rate 

case ~ r ~ ~ e ~ i ~ ~  until the debt is paid in fuull. 

-. 
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Staff further recommmds that the Coinpany be authorixd an operating income of 

$5 1.579 based on Sufi's adjustments to rate base and operating expenses. 

Staff further recommends a fair value rate of return of 45.4 percent on Staffs proposed 

OCRELuf$113,613. 

SWT funher nxontmends a provision be included in the Company's tariff to allow for the 

flow-throtigb of all apprupriate state and local taxes as provided for in A.A.C. R14-2- 

4w~n5). 

D0t.s this conclude your direct testiniony? 

Yes. it does. 

hn 



$ 340,356 S 340,356 $ 658.712 !§ 420,442 

$ 422,708 $; 375,699 $ 422,708 $ 313,485 



586,760 {5,7?3} 3 509,9&7 
$ 2,460,628 $ (821,432) 5 1,633,396 

!li 359.636 !li 359,6%6 

(176,823) Ti 142 C (176,684) 
182,863 142 183,003 

S tl,320,asls) $ /21,300) D (1.341.985) 
(37.895) $ (37,895) 
70,188 (70,188) E 
13,870 (33,870) F 



PUN"#" IN $ERVICE 

$ 3,500 $ 
61.770 

145,736 
289,392 

118,072 
1,405,323 

15,376 
705,685 

4,039 
32,900 

(149,395) 
36,593 

819.000 

- 

7 a , e ~ i  

- 
428 

9,710 
6,289 

7,337 

89 
2,701 

1,007 
827 

- 

(36,593) 

(819,000) 
- 

$ 3,500 
A 62,198 
5 155,448 
C 295,681 

1 18,072 
5 1,413,466 

15,376 
E 105,774 
F 2,701 

4,033 
G 33,907 
H 827 

I 149,395) 
I - 

78,891 
J - 



130,430 





A -  

B -  

c -  

D-  

E- 

STAFF ADJUST 

Metered Water sates - Per Company $I 658,712 
- Per Staff 420,442 3 (238,270) 

-II_ 

- Per Campany $ 73,465 
78,001 - Per Staff !$ 4.536 - - - 

CAP Rechargo Expense - Per Company $! (3,930) 
s 3.930 
_I- 
I 

- Per StEJff - 

$ 1,189 
2,473 
"- 

3,662 $ -- 



Repairs B ~ ~ ~ ~ ~ t ~ ~ ~ ~ c ~  - Per Company $- 6,974 
- Per Staff 7,226 

To incrtaase expense due to profarma adjustment 
reclassified from Purchased P ~ ~ p ~ ~ g  Power. 

Outside Services - Per Campany $ 123,384 
- Par Staff 83,584 

1,707 
39.800 

Rate Case Expense - Per C ~ r n ~ ~ ~ y  $ 25,000 
- Per Staff 20,000 





Eqxeciatjori E3ps;nse I Per Company $ 70,378 
$ f26.7883) I 
l i p  

44,095 --- - Per Staff 
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a1. 

DEBT 

Piease descicribr, the Company's request for approval of long-term debt. 

The Cilunpy is ne&q appromi of S$t9.000 of debt from the Water lnfmstructuxe 

Finance Aufhority of Arizona (WIFA) and approval lo convert $293.000 of shost-tem 

loans fram slhweholdm to kng-term debt. 

Has the Commission addressed this sane issue in Vail's last rate case? 

Yes, &cision No. 61 t 10. dated August 28, 1998, addressed the requested conwrsion of 

~~)~~~~~ in short-term notes from shareholders into long-term debt. 'The de?% wlas 

similatl> ". . . i m d  primarily to cover operating shorlfali. "The Commission denied 

the r e q i r ~ d  financing saying that "In general, shawlholders should cover operzdng 

shcutfeh with equity infusions instead of long-term debt iinancing. Consc3quentfy we 

dcay the Ccrrngany's requested financing." Furthemtore. Arizona Revised Statutes 

sextian 40-30219. prohibia the use of debt to pay operating expenses miithaut prim 

~ ~ r n ~ j ~ ~ ~  approval 

Epll you believe than kcision No. 61 1 10 is relevant to this case? 

Yes, t do. To my ~~~~~~~~. t h m  are no unusual circumstances in this case which 

would make the previous decision inapplicable. Furthermore. operating losscs should kg 

born by shrrreblders especially when some of the shareholders and their at1lliatc.s arc 





Q. 

A. 

W t  capial stmcture ~zsults from approval of the WIFA loan and denial of the 

The capita! dmtm t b t  results from the proposed financing and the Company's negative 

equity is riol ~ ~ ~ i ~ ~ ~ ~ ~ .  However, if Staffs recomt iided rate base is used as tfx 

equity c o r : p m t  and SWYs recommenckd WIFA deb as the debt component, the 

c a p d  sirurnre would be approximatdy 93.0 percent debt and 7.0 percent equity. If the 

conwsion of the requested %15O.W0 of test-year short-term debt to paid-in capital is 

ineluded in equity. the capital structure would equal 79.6 percent debt and 20.4 percat 

eqtti!);. 

However. &e use of this capital structure in the determination of B return on rate bast 

may not yield a rtqurn that creates an amount of cash flow that will cover the sigriifican 

debti w v i c e  reytrircd by the WIFA loan. 





CWI ofdeb8 we you reommndmg'? 

ng a cost af debt of 5.7 percent. This represents the first year's interest 

pyaer%s en tk WlFA debt less interest caned for the tirst year on the WIFA reserve 

the principal mount of the WIFA loan. 1 assumed interest on 

the %3FA reserve tiind M be 5.9 percent less the 10.0 percent WIFA f i x .  

&*4EliT OF EQUWli' AND RATE OF RETURN ON RATE RASE 

ts this ci Iosistent vc^jth the Compy's application? 

20 of Mr. Kwtamm's direct testimony. he says. "the equity return is a 

hctian *i f  the d d  debt service and interest cover::ge." And on Page 22. "In the 

instant c a e .  the equity return quested is needed for debt coverage." His ExhiM 

Schedule! D-l &so illustrates that the return on equity \+as applied to "invested" capital 

and wis hirsed iin interest cavcraye o i ~ d  debt service. 

U'hitt. mv~mgcs does Mr. Kozoman propose that revenues generate'? 

Ele i s  r ~ ~ ~ ~ ~ ~ ~ ~ j n ~  debt service coverage of 1.24 and interest coverage of 1.58. 
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likve you tr;sriGed before the Cammission previously? 

Yes. i have. 





perti tlcn t issues and 

4 





In what ~~~~~i~~ did you find the f'nciiities? 

The t'ttcilik were in gwd condition and well maintained by the operaticm staK The 

C m p q  is nerivcly making imprweinents to wells. storage tanks arid boosters syr;tem, 

iqg booster pwnp stations, tveil pumps arid controls. 'l'he Company is 

iny its d i ~ ~ ~ j b ~ t i ~ ~  system as needed. &dip$ to anJl"r 

X)cm ihe € ~ ~ ~ i ~ ~ ~ i ~ ~  12eprt &sribc the plant as you found it during your inspection? 

Yes. A s  ~~1~ in Section C. there are two separate systems. The north system serves 

xinatdy 27 c ~ ~ ~ ~ .  ft consists of one well. two storage tanks. two pressure 

t d s . .  twa transfer pwnps. two booster pumps and distribution system. The south system 

s m e s  ~~~~~~~t~~~ $30 custoniers. It consists of one well. four storage tanks, eight 

presm two surge tanks, twelve booster pumps. two transfer pumps and 

dii;ulibnt itm syi$ern. 

Did you -in& tha all ptant ifems were used and useful? 

Yes. A!, fwilitics included in the C'crmpcuty application in their original cost rate base 

tr3 be used and uwful. 

Did you cwniuw u a w  usage &a provided by the Company? 

Yes, The Company pmvided nwnthly data for the s} stem during the Decemher 3 1. 19% 

rest Taw. lhis rnfimation is detailed in Section D of my Engineering Report. 



is ~ o ~ p f ~ ~ n ~  with all requirements as I have stated in Section G of the 

~~~~~~ R t p r t .  

UO you reCOinmemi m=avery of water testing costs to comply with the Safe Drinking 

Water Act'? 

Yes. t wwtrtmenct a cost per year of $3.662 as described in Section El of m y  Engineering 

Rcpwt. 
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A. 

Q. 

A. 

v. 
:x . 

Q- 
A. 

A. 

Y. 
$1, 

IXd yuu review the Cornpimy request for approvat of ftnancing for a number of major 

upgrades a d  IK"W ccsnstructian? 

Yes. The Company is requesting approval to f i m c e  $819,000 in construction for 

u;uiouu projects. 1 % ~  tirnding is k i n g  sought from rhe Water Infrastructure Financing 

A u h ~ i t y  of Ariuma (WIFA). A list of projects is provided in the Engineering Repoft in 

%tican H. 

t l ~ s  do you pn~posr: that $he Company recover the costs associated with the financing? 

^fhmgh a flat monthly stsrcharge to all customers bawd on meter six. This money 

&houM he placed in a separate interest bearing account tu be used mQ, for repaymeet of 

€he WIFA tctan. 

Did you review &e origiwd cost &at the Company included in rate base for WcH No. 6? 

Yes. the ~~~~~ included $91.686 in original cos1 rate base for Well No. 6 that was 

nrcertitlj p? in service. '1% details are expiaiiicd in Section 1-1 ofthe Engineering Report. 

Did you -evitew the pian the Company is proposing for the use of its 786 acre-foot per 

3 ear dlscation of Central Arizona Project (CAP) water? 

Yes. My analysis and comments are included in Section 14 of the Engineering Report. 

Do you agree 'CI ith the Company's plan? 

Yes. atthough the CAP water will he recharged sonic 60 miles north of the Vail C W N ,  

the plan pmvides an indirect benet3 to customers in that the water is being recharged into 

the same aquifer and gives the Company an interim c pion until the! can dewfop a plar 

for dircct use. 
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'&'hat nicthod art' 1 ou reconinicnding fix the rcccn't'r! of C*(\ P cost\'! 

I 3111 rcccwmending that the Company rccover costs relatcd 10 thc hcilcfing and rccharle 

of their C'AP alkxation through the iunplementation ot a CAP scnict. f w  based an 

customer usapt. and a CAP hookup ti-c for all n w  linc extmsions and sub&\ isions. The 

details ot' this plan c m  be found in Section I I  of the Ilngineering Report as &ell as in 

Attachment ll. \\hich is a sample C * A P  hookup 1L.e tiiriff. 

S L! MM AHY OF ENGINEERING STAFF RECOM M EIY DATIONS 

Please summarize your recommendations. 

linginecring rrrcomniends that tkc Cornpan5 rcduce its water LM to  kss than 10 
percent within one year of  the Commission l)r.cision. I f  the uatrr I t w  cannot he 
reduced to lcss khan 10 percent. the Company must submit justitkition to the I 'tilities 
LX\ ision Director as to \\hy doing so nouid not bc cost ei'fc.cti\e. 

t.ttgintxring reconiniends recoverq of $3,662 per >car for \taler qualily monitoring 
cos1s. 

lhc C'ompLmy has placed $91,680 into rate base for xcll No. h. 
considers the cost rcasonable. 

1:ngineering 

Engnctring considers the request to financc. ot' $8 l4.000 from M 11- ;I fiv major plant 
upgr. des and nem construction as necessary and important t o  improking the 
relial7ility and quality of  service to all customers. tlngincering rtxommentfs that a 
surch;:rge. set aside or something similar be appro\ed -L<hich \\ill provide debt scn ice 
for tltt construction projects. 

flngii ,tring bclieves that it is important that the Coripan) retain its C entral Arimna 
Projer: (C.4P)  allocation as long as i t  is e\entuail! :thered directly to \.'ad uater 
custonws. ' h e  costs related to thc < AP allocation -houlJ he shared kp all current 
and future ratepayers. in  order to facilitate the Coinpan! ' 5  interim pian. Engineering 
prop*scs the follou ing cost recobeer) mt~hanisnw 

a. 1niplc.nientation of a (-!\I' S e n i x  fcc hasctl on ciistonit'r kiiagc 



A. PURPOSE OF REPORT 

?'his report was prepared in response to a rate application fifed by Vaii Water Company 
~ C o ~ ~ y ~ ( f ~ ~ r 1 ~  Del Lago Water Company) as well as a financing application which in part 
will be used to finance pkmt improvements. John A. Chelus, tltiiities Consultant, and Sonn 
hklbrechr, Audibr, inspected the water system on September 14,1999. Bill McGujrc,  or. and CMotte KimbalS. Office Coordinator. represented the Company. 

The Company is iocated in Pima County about 15 miles southeast of Tucson ctn 
fnterstase-lO. The ('ertificiltt: of Convenience and Necessity (CC&N) is situated in and around 
Vaii, Arizonzl zmd covers an area of over 10,OOO acres on both sides of the interstate. it 
commtz~~es on the northwest one mile east of Haughbn Road and extends soufieasterty along 
the general atigntnent of the Pantano Wash and the Southern Pacific Railroad, approxirnateIy six 
miles. In i l  north-south direction it extends about 8 miles from two miles north of the Pantano 
Wash to its southerly boundary at Sabuiirita Road. Figures I & 2 describe the location of the 
Company wi&in Pinla County and in relation to other Conunission regulited companies. The 
Compmy has an applic&ion fded under Docket No. W-016518-99-OOi 8 to extend its C C&N to 
two moFe areas. 

e. OF SYSTEMS 

There me two separate systems sewing customers. The north.syx.- dem serves 
appraxhately 27 residential customers. It consists of one well, two storage tanks, two pressure 
tanks, two transfer pumps, two booster pumps, and distribution system. '%e south system serves 
approximateiy 630 customers. It consists of one wetl, four storage tanks, eight pressure tanks, 
tVc.0 surge tanks. twelve booster punzps, two transfer pumps and distribution system. 

The Company is in the process of developing the north system to serve at€ planned 
development in the north part of the CC&W. Ranch Well 6, which had previously been a private 
ransh well, has been upgraded and is now online. The Company has &so added a new storage 
an8 booster site to the north system called Vail Valley Ranch Storage and Booster. There are 
pEms for additional wells a d  storage in the near future. 

The Company is in the process of desigaing an interconnect between the north and south 
systems to increase reliability and provide another source of water to the south system. 

Tpte following tables and Figure 3 describe the systems in more detail. 
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Welt Sits No. 3 

Well NO. 3 is located about % of a mile southeast of the Vail post office on the north side of 
Success Drive. This is the only well serving the south system. This site consists of one well. one 
storage tank, one pressure tank. one surge tank and two booster pumps. This site provides 
service to a small number of local customers and transfers water to the higher elevation Well No. 
2 reservoir. Well No. 3 is located near the southern boundary of the major groundwaltcr aquifer 
for this area. 

Well Site No. 2 Storage & Bansta Station 

This site is located about two miles southeast of Well No. 3. This site consists of one storage 
tank. one pressure tank. onc surge tank, two booster pumps. and two transfer pumps. Well No. 2 
is not used kcause of its low production and poor water quality. This site transfers \cater to the 
Andrada storage reservoir and the G o b s  storage reservoir. It also provides water to the Pattcrson 
Booster Station and provides Nater directly to a small number of local customers. both 
commercial and residential. on the north side of 1-1 0 betueen the Vail and Mountain View 
Interchanges. 

hb& Booster & Storage 

This site is located approximately two and one half miles southwest of Well Site No. 2 on the 
south side of I-10. It consists of one storage tank, two pressure tanks. two-booster pumps and 
one air compressor. The site serves two pressure zones and transfers water to the Shasta booster 
site. 

Shasta Booster Station 

This site is located about 1 mile directly south of the Andrada site. It cor sists of two pressure 
tanks and three booster pumps and one air compressor. 

Gobs Storage and Boostrs Station 

This site is located just over a mile southwest of Well Site No. 2. It consists of 1 storage tank. 
one pressure tank and one booster pump. 

Patterson Booster Station 

This site is located almost two miles southwest of Well Site No. 2. It consists of three 40-gallon 
bladder tanks and two - 2 hp booster pumps. 
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So& System Storage Sites fcantinued) 
I Shasta 1 Patterson Andrada 

I 
2-5,000 3-40 1-3,000 1-5,oOo 

I-3,Ooo 
1-30 hp 2-2 hp 1-5 hy 2-2Ohp 
1-20 hp 
I-l0hp 

Mahs 
Length 

550 fi, 
AC &PVC 29,198 ft. 
PVC & AC 75,479 ft. 

8" I ACtkPVC 1 5,720 A. 
1 2  1 ACBtPVC I 38.1 70 ft. 

Meters 

I Struotnres I Chain Link Fence arottltd all sites I 
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North Svstem 

Site R-6 Ranch Welt No. 6 

.J 

e 
(1 
t_s 
î i; 
f 
-7 
9 This site is located at the old Rancho Del  Lago headquarters, the location of rhc water 

cornpiin) offce. The site consists of a well. storage tank. pressure tank and two transfer pumps. 
The two transfer punips transfer water to the Vail Valley Ranch Storage and Booster Station 
northeast of this location. This site is not connected to the southern water system now. Plans are 
to connect it in the near future. 

Vail Vallev Ranch Storage and Booster Station 

This new site will serve an area in the northern service area. The site is locared northeast 
of the Site R-6 Ranch well. Water is supplied from Well No. 6 through 2 - 30 hp trdnsfer pumps. 
The site has one 15.000-gallon storage tank, one 2,000-gallon pressure tank and two Burke 5-hp. 
3 phase booster pumps. A 3,500 home community with golf course is planned in this area. 

North System - Weft & Storage Sites 
Site R-6 

Ranch U ell site 6 
Vail Valley Ranch Booster & 

Storage 
ADWR ID No. 55-08781 7 
Pump Size I 75 hp I 

Casing Depth 
Static Water Level 422 ft. , 
Date Drilled II I 07/24/8 1 I 

I -2.000 

6 Inch 
1- 10,000 
1 -3 .ow 

I Bmster Pumps & Transfer 1 2-30 hp transfer pumps Z-5hp 1 
Pumps 1 I I 



The following graph and table depicts water usage during the test year. The largest water 
usee mmrred in June w k n  7,275,000, gallons were sold to 602 C U S ~ Q ~ ~ S .  This equates to 390 
gdlons per cw~oma per day. The smdlest water usage occwed in March when 2,892.000 
gallom were scdd to 553 cllstomers. This equates to 169 gallons per day. 

VAIL WATER COMPANY 
WATER USE FOR 1998 

JAW FEB MAR APR MAY JUM JLIL AUG SEP CXT NOV DEC 
MONTH 

. .  
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E. GROWTH P R O . J . E C ~ T I ( ~  

at thc end of the 1998 tesi ycar. The customer count ai the end of  Novemher 1990 increased t o  
770. This is an average yrwvth rate of 1 15 customers per )-ear over a three-year peritxi. i3aseci 
on this citncnt growh mte. the Company could have 1.350 customers try the end of 3004. 'fhe 
c erw-th rate may incrcase dramatically since the Company is expecting a major increw in 
customer growth to i l s  north senice area. Plans are under way for a large dcvelopmcnt callcd 
Rancho Lkl Lago. This will include at least 3.300 residences. one high school. 1 I O  acres of 
commercial property. 40 acres ot'industrial use, and an 18 hole golfcoursc. which wit1 use 
Company water only as backup. There is also potential ibr substantial growth in tht south 
servicc area. 

Ihbckd NO. U'- 165 1 .+4-09-0406 & W- 165 1 t3-'19-035 I 

The Company has g rmn  lrom having 417 custcmers at the end 01' 1996 to 6-39 custonit'rs 

F. PIMA COUNTY DEPARTMENT OF ENVIRONMENTAL OUALITY AND 
ARIZONA DEE ARTMENT OF ENVIRONMENTAL OUAI .lTY (ADEO) 
COMPLIANCF 

The Company Sitter system is regulated under public uater sqstc ~n PWS No. 10-041. 1 he 
system has no maximum contaminant level (MU-) tiolations and is sen ing Mater. which f'ima 
County and ADEQ has determined meets the Safe Ilrinking Water Act qualit) standards. 

I;. ARIZONA DEPARTMENT OF WATER RESOURCES (ADWR) COMPLIARCE 

The Company is locatcd in the Tucson Activc Management &w.i. I t  i s  designated ;IS ;i 
small prokider since it pumps less than 250 acre-ft per >car (The Company pumped 208 acre-ti. 
in I948 ). According to ADWR. the Company i s  in compliance and has net all reporting 
requireme tits. 
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H. OTHER 

Water Loss 
i, 
0 
4 

The company reported selling 56,903.000 gallons during the December 3 1, 1998 test -5 
year. l’he Company reported pumping 67,762.000 gallons during the same period. This resulted 
in a water loss of 1690. Engineering Staff { Engineering) recommends that systems try to 
maintain waler loss of  less than IO% and never more than 15%. During the last rate case, the 
Company reported a water loss of 14.4%. The Company should do everything possible where 
cost effective to reduce water loss. Some weas which can cause water loss are 1eakiQg pipes. 
water loss during line breaks. water theft, and customer meters that are reading too 1 JW and need 
replacement. or non-reporting of water used by the Company for uses such as line flushing. 
construction. standpipe or irrigdtion use. fngineering recommends that the Company reduce its 
water loss to less than 10% within one year of the Commission Decision. If water loss cannot be 
reduced to less than 10%. the Company must submit justification to the Utilities Division 
Director as to why doing so wouid not be cost effective. 

Well KO? 6 Original Cost Estimate 

In the h t  rate caw. Well No. 6 was considered not used and useful since it \vas not 
completed before the end of the test year and was not serving any customers. The Residential 
Utilities Consumer Oflice (RUCO) in their testimony reduced the Wells and Springs account by 
$91,686 uhich they attributed to Well No. 6. This occurred after the Company failed to provide 
a cost of the well due t u  lack of documentation. RUCO’s adjustment was approved by Decision 
No. 61 1 10. Well No. 6 is now serving customers and is considered used and usefui. The 
Company has placed $91.686 back into rats base for Well No. 6. Engjneering has revimed the 
cost of similarly constructed wells and considers the cost reasonable. 

Central Arizona Project CAP) Allocation 

The Company obtained a subcontract for 786 acre-ft of CAP waicbr in 1985. This 
allocation was secured a; a means to reduce or eliminate the use of dwirdling grounduater 
resources and in so doing, provide a secure long-term supply for customers. The Company has 
not yet used its allocation and continues to pay yearly holding costs. which were $37.728 ($481 
acre-&.) in 1999. ‘llese costs have not been recovered in rates because the allocation has not 
been considered ‘-used and useful” to the customers. 

One of the main reasons tfiat the Company has not used its CAP allocation is that nu 
means for delivering the allocation to the southern area of the Tucson Active Management Area 
(AMA) is available. The Company is proposing to join a replenishment district to recehe credits 
for its CAP allocation. which it can then withdraw on-site. ‘The CAP water will actually be 
recharged at a remote location 60 miles from Vail. but within the same AMA. The foltowing i s  
excerpted from a draft Tucson AMA Arizona Water Management Task Force document and 
provides a explanation about the current Assured Water Sapply program in the Tucson AMA. 
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“‘fie Assurtd Water Supply Rules (AWS) require that all neu municipal 
groundwater users be on renewable supplies. To accomplish this. water providers can 
chouse b have illf AWS designation that allows them to serve new subdivisions. If  a 
provider cfnooses not to have st designation, developers of new subdivisions within the 
provider’s service area are required to obtain a certificate of assured water supply. 

One Bay that providers and developers can utilize a renewable supply is to join 
the Central tbizona Groundwater Replenishment District CAGRD. Ihe  CAGRD 
recharges renewable water to replace the groundwater thrat is used by member service 
areas (designated providers) and member lands (certified subdivisions). The 
wpfenishent of the groundwater may be done anywhere within the same AMA as the 
member service areahnd and may be done within thee years of the groundwater 
puanpage. Currentiy in the Tucson AMA, all designated providers and certificated 
suhdivisions rely on the CAGRD to prove their assured water supply. 

Because tile CAGRD is allowed to repknish anywhere within the AMA of the 
niernkr service adlands, there is often no hydrotogic connection between the 
groundwater pumpage and the replenishment weas. Recharge facilities are not available 
within most mmicipat service areas and infrastructure docs not exist to transport 
renewable supplies to the outlying, rapidly growing portions of the metropolitan areas. 
Because of this, designated providers/ctl.rtificated subdivisions, may develop physical 
amifability probkrns over time as the underlying aquifers are depleted and are 
disconnected from replenishment.’” 

This groundwater savings facilities mechanism is authorized in the recharge statutes 
$A.RS. 45-801 et., Seq. This program works only where sufficient groundwater is available at 
the point of w. ADWR. in a letter written by Steve Rossi, Manager of the Ofijce of Assured 
Water Supply dated September 22, 1999, indicates that this is the case w ith Vail. 

The Company is proposing to have its CAP water recharged nea Redrock at &e Kai- 
Picwho Groundwater Savings Facility in the northern portion of the Tucwn AMA (sections 13 
and 24 of T9S R9E and Sections 1 8,19,20.29.and 30 of T9S R1 OE). This is about 60 rnifes 
northwest of Vail. Tfie water will be delivered directty to Kai farm for agricultural purposes. 
The water is used in place of groundwater. which wouM otherwise be used at the farm. This wili 
avoid the costs of transmission systems to convey &e water to Vaif. Vail would be allowed to 
withdraw its aliocatioa credits from a well designated by ADWR within the Vail CC&N. 
According to the Company. this water Will initially serve existing customers north of Colossal 
Road as well as provide backup water for a planned golf course. The golf course will norniaity 
use s;urf;dce water not owned by the Company. The recharge program wifi also provide the 
necessary AWS designation for a development of 3.300 homes, a high school. 1 10 acres of 
commercial development and 40 acres of irtdustristl development. As soon as an interconnection 
is cornpkted between the north and south systems, the CAP credit will apply to ail customers. 
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Engineering has a number of concerns with the Company's replenishment proposal. 

1. The repienistunent district where Vail will recharge its CAP allocation is located 60 miles 
fwm the Vztil CC&N. This will not provide any direct benefit to Vail customers. Cher 
time. increased groundwater withdrawal coupled with increased surface water wi thdrawali 
may have a negative impact on the aquifer under Vail. 

2. During the 19% test year, the existing customers of Vail used I 74.5 Acre-ft ( 56,903,000 
gdtons) of water. This means the CAP aflocation is approximately 4.5 times farger than 
the amount of water the existing customers used in &he test year. The existing. customers 
should not have tn, pay for the entire CAP allocation. 

3. -k Company has not presented any long term plans to directly use its CAP allocation 
within the Company CC&N. 

Engineering Mieves that it is important that the Company retains its CAP allocation as 
long as it is cvenrualty delivered direcdy to Vail customers. This can onI) take place after an 
infhstmcttire is h i l t  within the Tucson AMA that will allow for the transport of CAP to the Vail 
CC&N. In tht: interim. Vail should be allowed to recharge its allocation at a remote location 
within the Tucson AMA and recuver the associated costs. The costs related to the CAP 
dimation should be shared by all current and hture ratepayers, In order to facilitate the 
Compy's interim plan. Engineering proposes the following two-prong cost recovery 
mechanism : 

1. 
2. 

Implementation I I f  a CAP Service fee based on customer usage; and 
Bmplementation itfa CAP Hookup Fee for all new line extensions and subdivisions 

----- - 
-I I 

-1 
1 

" -_- 
-- V&l CAP Aflocation I 786acre-ft 

Yearly Growth Rate 
Compl4ny Estimated Yearly CAP Costs $84,888 ($37,728 Holding Costs. $47,160 M d I)  
Gaiions Sdd  Test Year 56,903,000 

Customers in Test Year 639 

------ 1 1 15 customerdyear 
-- 

---_ 

t. Prostased CAP Service Fm 

Engineering proposes that all customers should contribute to the utilization of CAP water. It 
recommends that a CAP service charge or fee per 1 .OW galtons be cha rgd  This service fee 
shdl apply to all customers on the north system from &e date of the order. Once the south and 
north systems are interconnected, the service fee woufd apply to ail customers. 



t .  

2 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

1 I .  

All CAP hookup fees and CAP service fees are to be placed in a separate interest bearing 
itCctWnl. 

Reven* collwted for the CAP Hookup Fce md CAP Service Ftu: caii only tttt used for 
pal ment ofthe CAP holding fee and the Municipal and Industrial ( M a l )  cost. 

The CAP Service Fee shall be identitied as a separate fine item charge oti cuslonirr hlts. 

Find Plans for the direct use of CAP water.within the Company is CC&N territory are to 
be z u h i t t c c i  ttr  \he f't~mnrissic rti t it)  later th;m I3cccnthc.r 3 I , 2 0  I ff . 

Th: Company mild directly use thc CAP allocation within its Ct '&N territory by 
Decemkr 3 1.20 15. 

No time extensions will be allowed for any reason. 

The Company shall submit annual reparts to the Utilities Division Director detailing the 
process o f  plans to UM: CAP writcr directly in its (Y'&N territory aiid plans for actual 
construction of any necessary facilities. The reports shall be submitted each July 1. 
beginning in 2001. 
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13. lfthe Company does not comply with the timeframes in item #6 or #7 and it sells its CAP 
allocation, any net profit shall ?x distributed to the customers in a manner to he 
determined by the Commission. 

13. Vail Water Company should submit annual reports regarding the amount of CAP Hook- 
up Fee and CAP Service Fee collected. The report shouid be submitted by each January 
3 1 and cover the previous calendar year. The first repon shodd be submitted by January 
3 1.2001. The report should contain the following information. 

1 .  The name of each entity paying a CAP Hook-up Fee. 
2. The mount of CAP Nook-up Fee: each entity paid. 
3. The amount of CAP Sersice Fee collected. 
3. The balame in the CAP trust account. 
5. The mount  of interest earned in the CAP trust account. 
6. The miourit of money spent from the GAP trust account. 
7. A description of what was paid for with monies from the CAI' trust account. 

CAP Haokun Fee Schedufe 
I_-- 

Meter Size CAP Hookup Fee 

---j 518" x %,, $l,oOO 

A sample hookup fee tariff is attached to this report. (Attachment A) 

Possible Methods for Direct Use of CAP Wateq 

1 .  

2. 
3. 
4. 

Pay City of Tucson to treat CAP water. The Company woufd take delivery through the 
southern part of the Tucson distribution system. 
Pipe raw CAP water to Vail. Recharge into a dry creek bed OT use on the golf course. 
Pipe CAP water to Vaii. Treat the water and deliver it to customers. 
Join a recharge district located so there would bt: a direct hydrologic benefit to the 
groundwater in the Vail area. 
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Maior b a t  Umrades and New Constructian Financing 

‘me Company is requesting approval of tinaming for $8 19,000 IO pay for new 
construction md upgrades to the water system. This financing is k ing  sought from the Water 
fnfrastnicture Financing Authority (WIFA). These improvements include the folloissng: 

Pre&xt Bttwripth 
Buiid ~ ~ ~ o r ~ ~ ~ o ~  Facility at Well No. 4 
Rekild . - & a &  Booster Station 
Water Phist No. 2 - Booster Station &Transfer Station Upgrade 
InStan 6,700 of 1%-inch distribution piping to upgrade from six inch 
Build interconnection beween north md south systems from Well No. 6 - 
6,000 feet of 12-inch main inctuding P;mtitno Wash crossing. 

- 

--.- 
$85.000 

I 

-- 
-- -...___. 

--- 

------ 

Engineering considers the projects presented in the Company‘s application to be 
necessary and important to improving the reliability and quality of service to all customers. The 
analysis was based on the alternatives submitted by the Company. No other altematites were 
mdyzed by Engineering. 

Engineering recommends that a surcharge, set aside or something similar be approwd 
which will proyide debt service for the construction projects. ?%is charge sbuld  reflect the 
actual cost of providing stmice to each class of customer, Le. diose customers with larger mete6 
should pay a proportionately higher amount. This charge should be ptaced in a separate interest 
bearing account that could only be used to pay off this financial debt. 

The following table lists the monitoring and reporting costs Engir eerinp Staff estimates 
the Company may incur ewer the next three years. It does not t.&e into account the possibility 
hiit the Company may exzeed a maximum ~ o n ~ ~ j n a n ~  level and therefore have to r e p $  
sampling. The Monitoring and Assistance Program (MAP) is operated by ADEQ fur all systerns 
swing tess thm 10,000 peopfe. Annual fees are assessed based on the number and size of 
connections. ADEQ performs 911 vmer testing for the system, except for the tests listed Iretow. 
These tests are still the direct responsibility of the Company. Engineering estimates a cost of 
$3.662 per year for the next three years for water testing costs. 
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TARIFF SC'HEUULE 

SHEETNO. 1 

I>ECISION NO. 

Attachnirnt A 

tFilLI'Tk': Vail Water Company 

DOC'KET so. w- 

EF FECTt V I: DATE : 

Central Arizona Project Hook-Up Fee Tariff 

Ira addhion to the meter and service line instxiiation charge. any other tariff nxessary for 
connection to the system, and requirements for on-site facilities to be instaHed pursuant to 
approved main extension agreements, the following Central Arizona Project (CAP) ftook-Up 
Fee is applicabk to ali new service connections in the Company's North System requiring main 
emmion agreements as of January I, 1999, or later. 'The CAP Hook-up Fee shall be applicable 
to the Sou& System in the m e  manner, once the Worth and South Systems are interconnected. 

"Apgdicant" means any party entering intci an agreement with Company for the installation of 
water facilities to serve new m i c e  connections. 

"Company'- means Vail Water Company, an Arizona corporation. 

"Maitin Extension Agreement"' means any agreement whereby an applicant agrees to advance the 
costs of the instalfation of water facilities to the Company to serve IEW service connections, or 
i&2 water facilities to serve new service connections and transfer ownership of such water 
faCil&s to the Cornpan!, , which agreemeat shail require the approval of the Arizona Corporation 
Cornision (same as fir e extension agreement). 

'*%nice Connection" ntcans ;uxi includes ail service connections for shgfe-fmily residential or 
other uses. reymdless of' meter size. 

fIl. Cet~trsal Arizona Proiect Hook-un Fee 

Each new senrice connection shall pay the total CAP Hook-up Fee derived from the foifowing 
table: 



Company 
OR-sitist Facilities Hook-up Fee Tariff 

@ 

Docket No. w- 

(A) 
psrrcel., service conmction. or tot within a suwiuision (similar to meter and service line 
~~~~~~n ebrge) 

hsmrpem ofone Time Hook-ur, Fee: The Hook-up tke may be assessed only once per 

(El) Use dkfmk-u&: Hook-up f ee  may only be used to pay for Central Arizona Project 
hotding chwga. Hook-up fees shall not be used for any other expenses. maintenance. 

of ~~~~~~~ I p ~ S S .  

: In addition to the mounts to be advanced pursuant to an Arizona 
vsct main extension agreement, the applicant for new water 
he CAP Hook-up Fee as determined by meter size a d  number 

to &e maiin extension agreement. Payment ofthe CAP 
-up Fee shaU be nade 1 &e the o ~ ~ ~ y ~ ~ ~ t  of the main extension agreement. 

The amounts col1ec:Cled by the Cotnpany pursuant to 
s in aid of construction. 

(E) Tmt Aceu~xlf: Ul funds collected by the Company as CAP Hook-up Fees shall be 
depasited indo a scpitratc iattrest bearing trust account and wed solely fzr  the purposes OF paying 
k phe costs as stated in (B) abve. 

(Ff 
SO any casts associated with a main extension agreement for on-site facilities. 

flook-ur, Fee in Ad&ition to On-s& Facilities: The CAP Hook-up Fee shall be in addition 

to1 : The Cap Hook-up Fee Tariff may be terminated by order of 
the Arimm ~ ; ~ ~ r ~ ~ j ~ ~ ~  Commission (Commission) for the Company's non-comptiance with 
any Cotnrnission rules andfor orders. Any funds remaining in the CAP trust account shall be 
~~~~ in B mtlll~t~f to bc detminal by the Commission at the time the CAP Hook-up Fee 
T M i s  terminated by &e Commission. 
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